structure can remove the threat of overwhelmingly
adverse consequences that a large prime contract
poses and, as a result, allow a contractor to assume
his theoretical role of rational profit maximizer.

This sound theoretical basis is the dominant
principle governing many major industrial deci-
sions in oil exploration, insurance, and other risky
ventures. Many of the practical and more obvious
advantages of the associate contractor strategy
derive directly from it. It is of major significance
that the associate strategy provides a much more
flexible and effective basis for establishing sound
risk management and risk-sharing relationships. As
noted earlier, these features are critically important
in developing an effective acquisition strategy.

Practical considerations

When it chooses an associate contractor struc-
ture for a major weapon system acquisition pro-
gram, the government is able to exercise a whole
range of management prerogatives usually relin-
quished under a prime contractor strategy. Many
of these are interrelated, and indeed their syner-
gism, rather than their individual importance, con-
tributes most to the effectiveness of the associate
structure. Basically, however, the prerogatives are
of two kinds, those that help increase management
flexibility and control and those that help preserve
competition and reduce risk.

A primary advantage of the associate strategy is
that it allows the government acquisition agency to
select the most appropriate type of contract for
each major component of a weapon system. This
option is important because each component may
be characterized by totally different technical and
cost risk factors. To use the Intercontinental
Ballistic Missile example again, a cost-plus-fee
contract may be appropriate for a new advanced
guidance system, while a firm-fixed-price contract
may be most suitable for a low-risk propulsion
stage very similar to one already produced. Simi-
larly, each contractor's cost, schedule, and per-
formance incentives can be individually and in-
dependently tailored. These important preroga-
tives are available to acquisition agencies only with
an associate contractor strategy.

Another significant advantage is the ability to
choose the subsystems that define the associate
contractor structure. In making those choices, the
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government can (and should) consider system
interface trade-offs; the capabilities of potential
contractors; and cost, risk, and schedule factors.
Under a prime contractor strategy, the sole
criterion for selection is often profitability.

Associate contractor interfaces, established early
in the development program, give the government
another important management option. At each in-
terface, two sets of expertise are constantly main-
tained. Contractor A must be familiar with what
contractor B is doing, and vice versa, or the AB in-
terface will not work properly. The government
can take advantage of this situation to elicit
superior performance from both A and B. In the
early stages of development, completely specifying
every task required to deploy a major weapon sys-
tem is impossible; therefore, program officials
must later add, delete, and modify many tasks.
When at least two contractors are technically
capable of accomplishing such tasks, the govern-
ment usually has the ability to allocate additional
or newly defined work to the best qualified con-
tractors. The contractors are aware of this govern-
ment prerogative, and it therefore constitutes a
strong incentive for good performance early in the
program. On several occasions during the Minute-
man development phase, for example, the Ballistic
Missile Office reallocated major tasks across an in-
terface, taking from one associate and giving to
another, based on performance. The office was
able to reassign technical tasks as diverse as a
missile stage rocket motor, an airborne guidance
computer, and an installation and checkout task
for a new command and control system.

Just as the expertise of subsystem associate con-
tractors overlaps, the government acquisition
agency itself becomes the source of considerable
expertise. The nature of the associate contractor
structure requires that the acquisition agency de-
velop a strong technical and managerial team at
the system level. With a prime contractor strategy,
the prime contractor has this expertise and, by vir-
tue of that fact, becomes a necessary and expensive
team member for any future modification pro-
gram. Only under an associate strategy, because of
the program office expertise it provides, can the
government deal directly and independently with
subcontractors on future modification programs.

The associate strategy also offers increased and
more effective control over contractor perform-
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and requires about 16,000 man-hours to convert
